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Advance Concepts Staff
Office of Research and Development

25X1
Dear

I am sorry to be so long in responding to your 19 December
1984 suggestions, but along with the usual interruptions brought
about by the holidays your suggestions required a bit of
homework. Without violating the usual need-to-know principles,
it ecan be said that we do within the CIA, from time to time,
carry out the kind of operations you have proposed for the
sensible reasons you suggest. In general, though, it has been
our judgment that a standing unit devoted to this task would add
relatively little to what we achieve from the periodie ad hoe
effort. I have, nevertheless, asked the DDA to consider again
the value of such a program.

Similar acetivities have also been mounted in other parts of
the Intelligence Community. It is our view that these kinds of
programs are best mounted under the command auspices of the
responsible Department or Agency, in this case the Department of
Defense. 1 foresee numerous practical, and possibly legal,
difficulties were we to take on this responsibility for other
organizations. I am sure that vou are also aware that both the
Department of Defense and the Department of Energy carry on i
fairly extensive operational security programs for their various
physical facilities.

Again, our apologies for the delay. The DCI joins me in
expressing appreciation to you for taking the time to set down
your ideas. I have also passed on your other ideas for further
consideration.

Sincerely,

25X1

Executive Director

CONFIDENTIAL O—lo2—
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NOTE FOR:

c/cCIs

| ‘ FROM: EA/ExDir

| As you probably know, the DCI
STAT has asked for creative suggestions
| ' for solving problems. Attached is
a memo proposing that the DCI
establish a group which would attempt
STAT | Your comments would ‘be
: helpful for the Executive Director's
use in preparation of a response to
this suggestion. :
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“Jefense dpend

/The Pentagon should get “more bang for the
ouck”; and most agree that “more competition”,is -
akood way to do it. However, there is a right and
a wrong form of competition; and the Defense.
" Department uses the wrong one. .

The argument runs like this: the president,
and Congress decide to increase the quantitics
of the XYZ missile. But, as with almost all de-
fense products, only one company currently
builds this missile. It would take time and
money to set up another firm, so the govern-
ment simply increases ils order from the exist-
ing source. This firm will accept the order, but
it will explain why prices mist go up (inflation,,
skilled labor shortages, insufficient parts sup-
pliers, technical changes to the missile, higher
costs of materials, increased employee benefits _
programs, etc.) Simultaneously, it will extend:
delivery times—the firm would rather build up,

ils order backlog than go out and spend extra *

money for new production machines.

As (_i.evqga;')(arinqxjcgqgs. supply should expand
an al

B July
applies in (e civilian world, where competition
exists. [n the defense world, with only one sup-
plier, the_government. & forced ‘to “negotidte”
aind attempt_to_regulate™ thal supplier. The
answer seems ohvious: the Defense Department

allernate production sourcd, tRus

alliiting &imctilion to drive dowip
-\ improve product quality. T
1) TTiteeestingly, when this “dual-sourcing” ap-

‘proach wus Uried in the past, the average cost of |,

c¢s and

mg Ho

" “the deterioruting defense industrial base,” the

the military goods procured was approximately,
30 percont less, and tho reliability of the systems ,
significantly improved. Such cases clearly demon-
Strate that the henefita of continudus competition
more thaii Justily the added costs of setting up a
second ource and, the prodyction of fewer units
in each of the two factorics. .

Tn recent years, Thé only Navy fighting ships’
that were multiple-sourced, the Patrol Frigates
(FFG)—built in Bath, Maine; San Pedro, Calif;;
and Seattle, Wash.—proved the point again. Still
more dramatic savings and quality improvements
have occurred on larger-quantity, dual-source
procurements of sophisticated munitions, elec-
tronics equipment and full missile aystems.

Fven with the increased attention being paid-
by Congress and the executivo branch to “ineffec-
tive government procurement practices” and to

same sole-source procurement practices continue,
For example: after an extremely successful, dual-
source development of the cruise missile, the gov-

san Annloantn ba Tanlc..
ornment swarded anle-soures contracts o Bocing

to build the air-lwunched version (for the Air
Force), and to General Dynamics to build the

-ground-launched vension (for the Army) and the

ship-lwinched version (for the Navy). Indepen.
dent studies indicated the potential for hundrers
of millions—it not hillions—of dollars of net sav-
inga if both firms had been awarded conteacts W,
praduce all three versions.

Instead, a winner-take-all “auction” for the
award of the air-launched. version was held.

i

This one-time competition is referred to in the
industry as “you bet your company.” Kach firm
is required Lo bid unrealistically Jow { *buy-in.'),
since Lhe whole ixsue_ja_winning. Only large,
fiulli-billion dollar firms can afford Lo play this
kame. History has shown that such an_“ayc-
tion” leads inévitably to_future progtamn “cost
growths” The winner=-onge he'is the only Sup-
plier—hegina to encourage technical orjri)kr?)m
changes” (usually_thousandy of these” chiares
Gecur annually_on_a large military procure-

ment), thus allowing him 1o price these chanyes

B a_noncompelitive basia’and ‘hierehy Lo re-
dover_his “huy:in" losses. 1t's called the “get
well" program—for obvious réawhs ™~
“Unforludilely, ThisTorm  of *one-time-only
competition is the normal mode of defense pro-
curement. Interestingly, when defense officianls

. testify about the amount of competition in de-

fense procurements, they list programa origi-
nally awarded in this fashion in the “competi-
tively awarded” category. The reality is that

* ihere once was a competition- heid for that

product—years ago ~hut since then all orders
have been placed only with the wirining tirm.

i \ he_latter
i np{)rgnph,_whilc the lvurn,u-,r_ is ens
Hepartment form—and a principal cause of
the inefficiencies, overruns and other prob-

w About Some Real Competition?

lemy that exist in defense procurements tuda

Yet, the rising cry of “more competition in d
fense procurements” is being met with mare ar
more “auctions.” Worse yet, since the large
number of defense contracts are for small doll;
amounts—that 15, engineering analyses—t}
overnment holdg auctions for these so the
“schrecard” looks better—even though thes
compelitions often cost more than they save.

In the 1982 budget cycle, Sen. Sam Nunn it
troduced a bill to require dual-sourcing on t

- Army's Infantry Fighting Vehicle. and propose

o add the necessary start-up mouwey for 1)
second source. But the current contractor, wh
has been the only supplier of this vehicle fc

. aver 20 years, successfully lobbied with tt

Army and Congress, and the program is likel

* to remain with that same supplier {or anothe

—

* 20 years—in spite of the large price increas

that have recently been reported.
"here i no problem in identilying defense pre
arams Lo which the dual-s i s
be applicd. However, the two problems—that
takes a few more dollnrs on the “feont end.” an
that “it's not thé way the government. has alwas
done things"— are high barriers. They taike cou
age and initiative W'overcome. But the historic.
ditar aire clear—conts go down and quality goes u
when real competition is wed.

The writer is « former deputy assisi
ant secretary of defense.
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